By Ailen E. Turner

Debt Changes in 1951

A $33 DILLION risc jn net public and privete debt
during 1951 earried tho total to $519 hillion at the end of the
year, Thisingrense, hoth relatively and in absolute amount,
was less than in 1850 but larger than ju any other nonwar
year. Debt expangion centered in the private sector of the
eronomy, accompanying & genersl growth in economic
activity and w record volume of business and Individual
mmvestiment.

Appregate private indebtedness of $277 billion on Decem-
bar 31, 1951, was 521 billion—12 percent—abave the total
o year emrlier. Fedenl Government net debt remsined
virtually unchanged for the sacond successive year, while
Ebu.tﬁ and locol governments added $2% billion to aet out-
standings.

Increased Private Obligations
dorminated the Debt change
following both world wars
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As o result of the substantial growth in private debt, ihe
proportion of total debt roprosented by puivete obligations
increased to 53 percent at the end of 1951. This compares
with B1 percent in 1850 and with the wurtime low of 35
percent in 19435,

Complete balunce sheot data for the verious sectors of the
economy would permit mare thoraughgoing analyais of the
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rapid prowth in private debt during 1351, In the abssnce
of Euic? data, information on changes in selected major
szsete wikl sarve to put changes in indebtedness inta better
perspective.  In comparison with a privage debi advance of
$31 billien, ndividuals and businesses added $8 billion to
their holdings of eash, deposite, and U, 3. Governmens

Corporate Liabilities and Nonfarm
'Mortgoges led Debt Expansion in 1951
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gecurities, and made gross nequisitions of $58 billion in new
bomos, plant, productave equipment, and additional business
inventorica.

Thers wans a genernl tendency toward higher interest rates
on new debt inewrred during 1951, although not sufficient to
cause an apprecinbla Ghunﬁ.u . the computed wverage intereat
rate on aggregate debt. The efest of rising interest rates on
the eomputad averngs rate wos dampensd mainly becanse
Gh]igﬂtiﬂnﬁ enrried over from prior years form the major part
of debt outstanding, Shifta in the debt structure toward
lower- or nondnterest-bearing debt, such sa the larger pro-
poriion of Federal Government debt in shorter-term securities
nnd the incrense in business lnkilitics far Federsl income
taxes and tracle payables, also have bean contributing factors.
The retio of monpe interest payable to & publis
and private debt is roughly half of thet affactive in 1920,
An nppregnte debt over 2} times ns large is thus enrried by
interest poyments only one-third larser,
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The monatary, eredit, price-wage, and matorial allocation
policies i force throughout 1951 ware instrumental it lim-
iting the growih of private debt. Important among the
restraints on credit extoneion wore the ceilings on reel estato
and conswmer credit under Rcgulations end W; the
sharply increased maorgin requirements on stock-collnicrnl
loons nnder Rogulations T 1U; and the Treasury-Federal
Resarve accord which unpe%Ed government ascurity prices
mnd allowed interest rates to rise. The Voluntary Oredit
Restrainte Frogrem, a new instroment of solective predit
contrel gnrt-inipnbad. in by private lending institutions, was
anothar factor in restraining eredit axpansion.

Relaxation of credit resiraints

Improved supplies of critien] materials, the sealing down
of defonsg schedules, and softness of consumer spending ofter
the post-ILerean buying boom wers major factors lending to
the relaxation of the mortgage eredit contrpls in Septembar
1951 sxd Juge 1952 pod b6 the relaxation of Regulation W
in July 1951 and its suspension in May of this year. Author-
ity to continue real estabte construction eredit was provided
by the Dafanse Production Act Amendments of 1952, bus,
Tor residentiel eredit, is mode contingent npon the number
of new dwolling wnits sterted, If the number of uniks
started fulls below 100,000 {sewsonally adiusted) in three
succesgive Mnonthe, Tegulation s offectn discontinyed
until starts bgain excead 100,000 for each of three successive
monthe. Tha Veoluntary Credit Restraints Program wos
discontinned in June 1952. ) )

Available datn indicate that fprrvu.te debt has continued to
expand through the first half of this year, but at o lesser rate
than in 1851. Despite the impact of the relaxation or sus-
pension of credit contrels, it is probable thot this will also be
trus of the yesr as & whela,

Corporate liabilittes again dead debt rise

_m%lcha,rt. the §14% billion

As pictured in the accompanyi
hilitics represented almost

mereass in corporete short-term
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one-half of total private dabt expangion in 1951. Most of
the remaining increass was accovnted for hﬂ; nonform mort-
gﬁm and leng-term corporats debt. Tha latéer component
foxm production eredit (excluding price support loans)
wae noteworthy in thait they repistared relative increnses
above those recordad in 1950, oat other signifieant com-
onente of private indebhéednase ghowed AT GXPENEIoH.
ctardation ns compered with 1950 wos espocially marked
for cansumer debi.

Federal net debt remains stable

At the ek of Desember 1851, and for the third successive
m Foderal Government and nganey net debt totaled $219
illion. The #4 billion expansion in gross Federal debt was
accounted for by meransed holdings of Faderal debi within
the Government {mginly epecinl issuves held by TFedcral
ogencies and trust accounts).

While the amount of Federal securities held by the public
did not changs matevially during 1950 and 1951, the rapidly
riging volume of private debb financing in[iquuﬂed the
moltet for Faderal securities and the composition of the
Tederol debt, The upsurge in private demand for funds led
to g subsiandisl Hquidstion of Federal scourity holdings in
institutional investment accounts during 1950 and emly 1851
and to a diminished demand for new issucs of long-toertn
governmenta.

The Ik of new sacurity offorings by the Tressury in 1050,
1051, pnd the first six months of 1952 congisted of ahort-bam
inanes designed to dvaw off tha quTuid funds seoumulated h'_r,i
banks, corporations snd othare. 'The proportion of Federn
dabt in short-term securitics has thus risen. In this monner
tha tendancy toward o mounting averase sffactive intaveat
rote on the public debt hos bean dumpenced.

Staie and local government debt expands

In coniinuation of the postwar uptrend, the #23¥ billion
incresse in State and locel povernment net debt in fiesal year

Taldcs 1 and 2.—Public and Privata Debe {Met and Gross), End of Calendar Year, 1945-511
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1051 sdvanced State indabtednoss almost one-fomrth and
carried loeal government debt ona-tenih above 1950 lavels.

_Although Stote government revenucs increased move than
did expenditures in fiacal yoaay 1951, about two-thivde of the
States inemred defita, ng-deferved eapiial exponditure
Smgmms_ and increased nid to Toral povernments neceasitated

ebt additions of neaxly $1 billion dwing the yesr,

_ Every lovel of loeal government contributed to the debs
rise of over 314 billion in 1951. School districts led the
expunsion for the fifth successive year, adding 20 pereent to
their cutstanding obligations. Inereasing school populatien
has overtaxed present clussioom facilities in most lpcalities
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and necessitated herwi investment in sonsirustion programs
at 4 thne when costs have andergono o sharp rise. unty
debit yose 10 porcent in 1851, indebtedness of cities and
tmmslugs was up 8 percent and special distrret debd in-
creased 7 percent.

In order to incresse the revenues of local governments,
Btates hove gronted local units the sutherity to levy addi-
tional or higher taxes and have anthorized new tax bascs nnd
licensing powers. Lipoal government parficipation in certain
Btate taxes hos alse boen expandod and new fax revenines
enrmorked for lecal uss. Legnl debt limite have been
roised in o few instances.

Table 3.—rose ol Net Fodeeal Gorcronment Fohe, Engl of Colondar Yeor, 1945-31
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Neaar State and loeal govornment dobs was Lmited to some
axtent in 1951 by the sction of Voluntary Credic Resteaint
Committees and Federal Government allocovions of exitical
mnterinls.  State and joenl fAotations enmes vnder the review
of such Committees and wore approved or disapproved on the
basis of the inflationcry poiential and defense neede. Moot
governmental authorities coopernied despite & reiuctancs to
nbunden ever temporarily much needed capital improve-
monts, Resirictions placed on criticsl materiale nlso cur-
tailed planned capital outleys, particolmly in connection
with highway maintenance and development. Committena
vevigw of State and loesl government projects wos dis-
eontinued at the end of Mmeh 1052,

. e a4 om

Corporate debt increase

Corporate investment in plant and equipment Eﬂ)nu{laﬂ
steadify throuph 1951. Cutlays wera 522 billion for the yane
ns & whole end were scheduled to incrense sotnewhat in
1052, Inventories aé hook value rose £1¢ billion in 1951
but the rate of growth declined in the second holf of the
year, and a small reduction ogovrred in tha fivst half of 1952,

The Federsl Government sacournged defense-conmnected
investment through nceelerated amortization for tax purposes
and thro the guerantee of lcans for working capital
purposes by the interssipd CGovernment procurement
ngancies.
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The record volume of investment n fixed and workinﬁ ing apainet noncorporate borrowers. The poatwar yize in
capital du 1951 was accornpanied by largescole ox mortgage debt was thus confinued, but at less than the 1950
borrowing. $19% billion expansion cnrried net corporate  rate of increase. Four-fifths of the $2Y billion adveance in

indebtedness to $156 billion ot the end of 1051, 14 percont
nbove the 1950 level.  Tlis advencs was only shightly below
that of 1950 amd well nhove thet registered in any prior

enr.
¥ A substantial poart of the 1051 exponsion of $5 billion in
nat corporata long-term dabt wos in the form of bonded in-
debtedness, Over $6% billion in bonds were offered during
1051 to reise new capitel and for refinoncing purposcs, the
Iarpest smount floated sines 10438, Bond offerings of $2.3
Lillion in the menvfactoring sector were 2Y% times offerings
in 1880 and communientions industry flotations were up
one-helf. Flectric and pns utility offerings were down
slichtly and the remaining indosilry sectors made smaller

oringa then in 1050,

Corporata short-term debt expanded one-fifth in 1951,
reeching $91 billion at the year's end, Netes and accounts
payahle were up nearly 47 billion, with hslf this expansion
nceounted for by shori-tarm bank lonns. Inereased Federa)
income tox liabilities were the main factor in the 19 percent
vise in other short-term habilitios,

Blespite these Inrge additions to debt in the pest two yeara,
the financial position of corporations in the egate is
relatively faverable. Liguidity indexes such as the rotio of
cash and U, 8, Government securities to sales or to current
Yiabilities fell off in 1950 and 1951, but remained abovae pro-
wor levels. The major internal sovrees of funds for husiness
investment—rotained profits and deprecintion reser ves—wers
higher than in other posiwar yonrs except 1048 and 1950,

Nonfarm nmrtgage debt continues upward

Nonfarm mortgnge debt roge 14 peroent during 1951; nt
the end of the year a total of almoest $70 billion was cutstand-

1851 occarred in vesidential one- to four-family morlgeges.
Housing sonstruction setivity was intensive into the early
months of 1951, primarily the result of heavy pre-Regulntion
X commitnents cutstanding at the end of 1950 and work
Eadmgrm'un on the large numhber of new housing vnites which
been started in anétcipation of such regulation, As the
year pragrassed, the impact of credit and materinl restrictions
was falt in thereal estate market. New residentinl construe-
tion activity on & sensonnlly sdjusted basis dedlined 17 per-
cent from Januery to Decombar,

Tofal mor portfolio holdings of muajor instifutional
landers axpan 15 percent in 1861, in comparison witl: nn
increase of 21 percent in 1950, In recent yorrs lifz insurance
companies have been the most important sovres of morignge
crecit,.  Their mortgage holdings expanded ona-fifth, a8 nat
ndditions for the second successiva year exceeded £3 billion.
Savings and loan nssoviationa pdded $1.8 billion to mortenge

orifolios in 1951, mutuel banks $1.7 billion, and commercial

nkz $1.0 billion. In each case tha percentage incraase was

less thnn in 10560, and for eavings and loan Assoeintions and
commercisl banks, the deller incronse was less also,

Farm debt continues postwar climb

Total farm dabt amounted to $12.3 billion at the end of
1881, mounting 11 percent during the yenr. Two-thirds of
tha riee ocewrred in farm production lonos and one-third in
farm mortgagn debt. Az in other postwor yems, the farm
debt rise was atiributable to increased costs of farm opera-
tion and heavy pucehases ot hipher prices of farms, livestock,
motor wehicles, and materisls and equipment for farm
IMProvement.
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The postwar expanszion in form mortgage debi continued
through 1951, outstanding indeltedness incrensing 8 percent
to total §6.3 billion at the end of the year. A major factor
in the advance wns the incrensed size of new borrowings—the
averosge sizo of fmm morbgage recordings rose from $4,700 in
19560 to $6,350 in 1951, g‘]m debt rige sfowed aftar the firat
balf of 1951, with the number nnd dollar amount of morl? ]
recordings down from 1950 levels in the Jast ¢ months o Etfa
Eirgegli a foam mortgare market tightened gencrally in

SORVEY OF CURRENT BUSINESS
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A totol of 37 billion in production credit was outstanding
apgainst Iarmera and Inrmevs’cooperatives at the closs of 1061,
i¢ goring mensures the eredit sxtended to farmors and farm
cooperstives by commercinl bonks and Federnlly sponsored

farm cies, ond includes prico au}'&:nrt lonns made or
guarantzed By the Cormmodity Credit Corporation.
Pricc suppors loans dropped $150 million in 1851, o refleo-

tion of higher crop prices. Exclading price support losns,
farm production it expanded from $5.2 billion in 1950 to
$0.2 billion nt the end of 1951—= rise of one-filth.

Table 6—~Monlorm Mortgage Dabt by Borrowing ol Landing Groups, by Type of Property, End of Calender Yeor, 194551 L
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The increasze in total fayrm debt during 1951 was aeeom-
ﬁ@mied by o proportionate ingreaze in o assets.  Formers'
iquidity, in terms of the relationship of cush, deposite and
United States savings bonds to production debt, remsined
ot o rotio of about 4% to 1. Forcaed mor liquidations
by foreclosurcs or involuntay sale wera again few and ne
widespread difficulties in repayment of production debt
were reporied.

Nencorporaie commaercial debt increases

Noncorporpte commerdinl debt rose 14 percent in 1951—
about one-Lalf the rate of incresserecorded M 1950 Amount-
g Lo $11.3 billion ai the close of 1951, this debt category

represonts bank sommercial and industeial loans to non-
gorporate businesses, overdrofts, and loans to institutiona!
borrewers. The dumpened sxponsion in 1851 was primarily
the reflaction of smaller additions Lo inventory holdings and
the impact of restrictive credii policies.

Security loans down

Losna to purchase or cany securities conbracted durin
1961, nmounted to $4.1 billion ot the close of the year.
P percent dechne under buoyint market condilions was
lnigely dua to tho stiffeticd margin requirements in force for
mast of the mﬁ

Loans by on stock collaterat and extension of credit
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Beptember 1952

by brolors and doslers ara controlled ry the Board of Gov-
ernors of the Foaderal Resarve System under Kegulations U
ond T. A margin requiremant of $) porcent was in foros
tlwoughout 1950, but was raised to 75 pacent in January
1951

The smount of policy and collnternl loans by insmrance
com panies in claseified under finanesial debt in table 7, Those
loons totaled $2.6 billion at the end of 1951, 7 percent above
outsiandings of 2.4 billion nt the beginning of the year.
This growth in net borrowings reflected the fong-run incronse
in the crwnershui]p of lifz insuranee policipz and axpanded cash
volues ascumnlated back of these policies. The ratio of
policy lonna to vesorves hold nt 4 percent from 1946 through
1951 and may ba compared with 17 pereent in the early 1030's.

Consumer debt edges upward

Conaumer debt was held to o 8 Sm‘mnt- rize in 1051, the
total renching $20.6 billion at the end of December. A major
factor limiting the rise in consumer eredic in 1951 was the
ing of the post-Korean buying wavs for durable poods
after the first quarter of the yenr. Control of installment
credit by the Board of Governors of the Federal Heserve
Bystem under Regulation W was in effect throughout the
year, althouph it was softened in July 1051, The moderate
imorense in consumer credit was in merked contrast Lo the
ong-fifth rise which ccowrred n 1850, )
The bulk of the 1#51 consumer debt rize was centerad in
the noninstallment dabt sector, where an aggregate 7 percent
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expansion stemnmed from an § percent rise in single payment
lnan and charge account debé nnd o 4 persent advance in
service eredit. Installment debi gained fractionally, a 7
percent rise in installment loans being largely offset by a b
pereent dechne in instellment snles credit. There was o
marked shift townrd longer mainrities and smaller down-
poymentas in the installment sales figld following easing of the
regulation in July 1951, but no marked advonce in outstand-

ing credit.

ulation W was suspended in May of this year, On
Junps 30, 1952, conzumer oredit amountad to 521 billion, $300
million above the totel six months eadicr, buk $1.2 billion
abovs the April 1962 total. This shmp rise was centered in
installment cradit.

Technical Note
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American Foreign Investments

in 1951 and 1952

(Continuad from page )

freturing investments in Furope were olso steadily main-
tained, El.l‘gﬂlj' a8 reinvested carnings. In the frst half of
1952 thore wos o grently incrensed copitel outflow to cown-
tries in the Middle East, Afrien, and the Far Enst. Insome
cases this may have reflected Genporary factors, such os tax
payments, bubt in others there are prospects for sustained
outflows, given rensonably favorable conditions abrond.

Portfolio investments maintained

Portfolio investments in 1051 and the fiest half of 1852
continued at #n anoual rate of about B350 million, This
wis less than the 1950 rete, which ineluded o large loan to
France the proceeds of which weare hold in the Unitad States
by the French Government es monalery rasoives, so that
fhere was no ronl capiial flow to France, Mlost of the
remainder of the 1960 outllow consisted of purchases of
Londs paysble in Canndian dollavs, with the expectation that
the Canadinn dollar would approciaie, yiclding a spoculative

profit. In 1951, bhowever, Canadian municipalities and

Bmvhum sald $290 million of new bonds denominkicd in
nited States dollars bo casry out numerous public projects
and TUnited States investors purchesed sbont $15¢ million
of Internationnl Bank honda. On the other hand, thera
wis soms liquidadion in 1951 of the Canadian honds pur-
chased in 195,

Fortfolio mvestmeonts in the frst helf of 1952 were lower
than in the snme perizd of 1981, but the demand for Cana-
dinu issucs of etocks und dollar bonds and fov tho bonde of
the Internotionnl Bank and Isracl remained netive. There
wers alzo long-term baak credits of about $80 miilion, con-
sisting primariy of commeraial bank pIﬂ.rt.lmpa-tinns in & lesn
to Belginm negoatinted hy the Expori-Import Banlk.

Bome Bnoncing of foreisn trade which is undertaken on g
short-term basis by banks and cexpartors talos o o long-
torm aspect when repaymoents are blocked. Thus, short-
tarm elaims on all forcignes, i, e., claims with an criginal
meturity of loss than ono year, inercased by $131 miilion nat
in 1951 and tha firet half of 1952, but claims on Brazil alone
increased by 2293 million in that period,



